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Room 200 - Herth Building 
2ab30 "E" Street, K. W., 
Washington, D. ¢. 


We have reviewed the proposal of the Matual Benefit Health and 
Accident Association of Omaha relative to the provision of life insurance 
and accidental death bemefite to employees of your organization. This pro- 
posal wae set oat briefly in Mr. Randall's lester dated April 19, 1954 
directed to your attention, aed in certain exhibits. The information cup- 
plied ls very sketchy and, consequently, ve are able to make only a few 
rather general comente. These coments on the letter, exhibite end relate: 
items axe as follows: 


(1) The proposed tern life coverage would inelude the customary 
conversion privilege and alao waiver of gremiume daring permanent disability; 
providing such disablement oocura arior to age 60, 1/ hie appears to be 
somewhat more favorable than W.A.E.P.A. because we can find no evidence of © 
disability premium waiver prorision in the W.A.B.P.A. plan. However, & sou: ~ 
what more favorable disability pecvieion (including payment of monthly in- 
etalleenta up to the face amount of inmerance ia the event of total ani 
permanent disability) might be requested If such eeemed desirable. Thir 
arrangement used to be widely found in group life policies and ve unierrtan: 
that certain insurance coapanies will include this type of provisior currext Ly. 
We aseume from Exhibit 1 that the “Omaha” coavereion privilege is apt limited 
to those under age 60. 


(2) We have trouble understanding just how the schedule of insur - 
ance set out in Mr. Randall's letter ie te be used. 


mention is made of an "optional schedule of insurance” dut the vord- 
ing imeediately preceding the echedule would seen to deny the existence of any 
options. Still a little later on in his letter, it would appear thet an em- 
ployee has & very wide cholce in the amounts of insurance which he nay selest, 
e.g-, @n employee earning $4,200 annually apperently could select the amoun® 
of insurance equal to his annual salary taken to the nearest $1,000 ($4,000), 


V We interpret the second yeragraph of Mr. Randall's letter to refer to the 
aetomary total and eee disability waiver of premium benefit although be 
peo the expression tim: peraanent waiver prior to age 60" which, of course, 
hy have reference to some quite different arrangement (i.e. the word "total" is 
yt used by Kr. Randall nor in there any direct reference to "Aiesability”). 
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or he could elect to go in Clase i and have $3,000 of inwurance or he could 
go in Clase 5 ané have $15,000 of insurance. Very freakly, we are somewhat 
passied by the description of the benefits to be provided and are wondering 
if perhape the intent is merely t> perait any employee to elect an amount of 
inewrance in even thougands/sot leds than $3,000 ar over $15,000, except 
that if an employee earns 7» $3,200 annually he may not select more than 
$6,000. If the intent is to have geveral quite different echedules of 
elective venefits operating eimaltaneously, we are inelined to pelieve that 
auoh a aysten would be franght with anti-selection dangers from the insur- 
ance company's standpoint, and in any event might well be confusing to #11 
concerned. We would suggert that the expression of benefits of the propored 
plan be clarified. 


(3) ‘The exclusion descrited at the bottom of the first pags fs not 
clear. We interpret 1+ to mean that the exclusion applies enly to accidental 
deathe occurring while employees are in ar oa vehicler or devices for aerial 
navigation other than airoraft. Thie ie because the exclueion refers to the 
type of vehicle involved vather than to the status of the employee, i.e., it 
dpee not seem to be related to whether or not the insured is a member of the 
crew of the aircraft (thie fe bared on the interpretation that all individuals 
in or on en atrorazt are passengere - the uawal exelusion refers to either the 
fare-paying statue of the parsengex or the enploynent of the exeluded indi- 
vidnal ag a crew member of the vehicle). 


(4) The complete atory on the coverage offered is not aval lable 
eince no sample contract wae submitted. We are also unable to coment on the 
comparative cost aspects of the propocal singe no retention agreement in at 
hand for review (premium rates, subject te change each year, considered with- 
out a retention agreement of projected dividend distributions ere not par- 
ticularly informative as to ultisate corte). 


(5) From Exhibits 2 and 3 it would apyear thet the Omaha rates are 
more favorable than those of W.A.E.P.A. However, as pointed ont in (4) above, 
the stated premius rate basis ia sot wearily as taportant in comparing cost 
results as ie the retention rate or dividend treatment and premium rate 
atability. 


(6) If a retention of 15% of grose premiums is involved, as we have 
been advised, then on the beets of a $200,000 annual premium some $30,000 woul! 
be retained by the insurance compeny each year. We have no information as to 
bow this $30,000 wonld be distributes among the various expenses ineurred by 
the ineurance company and contingency reserves. The esteabdlichwent of a 
yeasonadle contingency fand for this type of coverage is, of course to be 
expected, but it is suggested that further information be elicited as to the 
anticipated expenses according to the several categories - adulaistrat.ve 
expense, agent's comalseion, stete prenius tax, federal tax, etc. Tt ie our 
opinion that tm the usnal group life insurence arrangement involving $200,000 
of ananal premium income, the anount retained by an ineurance company would 
(exoeyt posalbly for the firet year) normally de vell under $30,000. Sowever, 
the plan at hand is quite different fros the customary group life insurmaoe 
program and epectal contingenty reserves may be called for, but information ob 
such reserves should be furnished te the pelloyholder. 
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(7) In thie connection it might be possible to secure a still lover 
retention rate from another insurance company. There say be important reasons 
why euch additional bide should not be invited, but in the absence of such 
yeasons we would suggest that three or four insurance companies be invited to 
submit bide for the business. 


(8) The Onahe gross preaium rates appear to be lower than the 
standard group rates generally permitted by Dew York statute. We gather that 
this Company ie not Licensed to de buginens in Few York. (We sountimer feel 
that such licensing and supervision by the Rew Terk State Ingurance Depart~- 
ment my be a favorable point, but not of iteelf sufficiently luportant to 
influence the selection of an undervriter. ) 


In evummary, ve do not have very much in the way ey euggeations to 
offer regarding the proposed underwriting arrangement primarily because no 
policy contract or retention agreement vac subsitted to us (and alac because 
we md considerable difficulty in interpreting the material that wae subsitted). 
While ve are informed that the Omaha is willing to abide by a 15 retention 
rate, there doer not seen to de anything in writing at thie time to confirm it. 
Nor have any other proposals from inrcurance companies (except W.A.E,P.A.) beer 
studied to see whether any more frvorable coverage a retention rate might be 
available currently. 


Watle the correspondence appears to have come from the Mutual Healt. 
and Accident Association, it fe our understanding that the "Osabe Plan" would 
actually de underwritten by the United Benefit Life Insurance Company. Such 
information ag we have available regarding the United Benefit Life Insurance 
Company 1s favorable, but aince we have never had. oadasion to work with thie 
particular Company, we are unable to comment on ite administrative facilities. 


We understand that you would like us to discuss the pros and cons of 
gelf-ineuring this coverage. While ve feel that self-insurance might be 
feasible, a very considerable amount of research would have to be done in order 
to satisfy ourselves (and you) that it ie the preferable course to take in this 
inetance. The umqual nature of the coverage, the potentiality of catastrophic 
loss, the facilities for claim administretion, the legal aspects in establich- 
ing @ self-insured system (questiour relating to possible conflict with tate 
inserance laws, development of 2 "contract" or vehicle through which the bene - 
fits would be offered, eto.), tae actuarial considerations (fixing a proper 
rate of contri¥ution, handling of refunds to participants, cetablishment of 
contingency fimds and reserves) all require careful etudy. We will, of cours, 
be glad to carry out the parte of such a study as fell within the actuarial and 
ineurance fields. However, we believe that heretofore the merits and short- 
comings of self-insurance have been broadly discussed ia our meetings, and we 
hesitate to enbark on an exhaustive survey along there lines unless very serious 
consideration is being given to the self~inewed route. 


Very truly youre, 


is t 
WWF : JAR: fa, ran ‘ Fikes . ee. : ctaary aca 
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